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Current	assets	 		 		 		
						Cash	 		 	$7,835		 		
						Accounts	receivable	 	$99,400		 		 		
												Less:	Allowance	for	bad	debts	 4,970		 94,430		 		
						Inventory	 		 51,000		 		
																		Total	current	assets	 		 		 	$153,265		
Property,	plant,	and	equipment	 		 		 		
						Land	 		 70,000		 		
						Buildings	 350,000		 		 		
												Less:	Accumulated	Depreciation	 10,000		 340,000		 		
						Equipment	 80,000		 		 		
												Less:	Accumulated	Depreciation	 20,000		 60,000		 		
						Leased	equipment	 92,000		 		 		
												Less:	Accumulated	Depreciation	 11,500		 80,500		 		
																		Total	property,	plant,	and	equipment	 		 		 550,500		
												Total	assets	 		 		 	$703,765		
Liabilities	and	Stockholders'	Equity	
Current	Liabilities	 		 		 		
						Note	payable	 		 	$380,000		 		
						Accounts	payable	 		 26,440		 		
						Accrued	interest	on	notes	payable	 		 6,650		 		
																		Total	current	liabilities	 		 		 	$413,090		
Long-term	debt	 		 		 		
						Lease	payable	 		 		 83,360		
												Total	liabilities	 		 		 496,450		
Stockholders'	equity	 		 		 		
						Paid	in	on	capital	stock	 		 		 		
												Common	stock	 		 160,000		 		
						Retained	earnings	 		 47,315		 		
												Total	stockholders'	equity	 		 		 207,315		


















































































































































































































































































































































2) Both allowance for doubtful accounts and accounts receivable 
are balance sheet accounts. Allowance for doubtful accounts is 




































































































































Year	 Pretax	Financial	Income Taxable	Income Tax	Rate
2017 290,000$																							 180,000$										 35%
2018 320,000																											 225,000												 40
2019 350,000																											 260,000												 40



















2017 2018 2019 2020
Pretax	financial	income 290,000$		 320,000$		 350,000$		 420,000$			
Permanent	difference
						Nondeductible	expense 30,000						 30,000						 30,000						 30,000							
Taxable	income 180,000				 225,000				 260,000				 560,000					







































































































































































The gain indicates that the property, plant, and equipment was sold at a higher 


































































































































































































Product and Software 
Development 
12,381   
2,602  
  3,126 
  744 














during	the	year	 2,057	 2,150	 2,602	
2)	Total	R&D	expenses	
on	the	income	




expense)	 2,357	 2,864	 3,126	
4)	Total	R&D	costs	
incurred	during	the	






















income	statement	 375	 384	 433	
Net	sales,	
manufactured	
products	 11,910	 14,399	 11,300	
Total	assets	 11,448	 10,390	 10,028	
Operating	income	
















	 	 	 Volvo:	
- 2007:	11,059,000,000/276,795,000,000	=	4.00%	
(in	SEK	millions)	 2007	 2008	 2009	
Net	sales,	
industrial	
operations	 276,795	 294,932	 208,487	
Total	assets,	from	




Over the three-year period, Volvo has higher proportions of total 





















































































































































































































































































































































Date	 Interest	Payment Interest	Expense Bond	Discount	Amortization	 Net	Book	Value	of	Debt	 Effective	Interest	Rate
6/30/09 - - - 402,620$																									 10.1212%
6/30/10 39,975$															 40,750$														 775$																																										 403,395$																									 10.1212%
6/30/11 39,975$															 40,828$														 853$																																										 404,248$																									 10.1212%
6/30/12 39,975$															 40,915$														 940$																																										 405,188$																									 10.1212%
6/30/13 39,975$															 41,010$														 1,035$																																						 406,223$																									 10.1212%
6/30/14 39,975$															 41,115$														 1,140$																																						 407,363$																									 10.1212%
6/30/15 39,975$															 41,230$														 1,255$																																						 408,618$																									 10.1212%





























































































































































































































































































	 	 	 Debt	Investments:		





















































































































































































































































































































































































































The current portion of the deferred tax assets is found under the 
current assets section of the balance sheet, while the noncurrent 
portion of the deferred tax assets is its own line/section on the balance 
sheet. The noncurrent portion is carried forward from previous 
periods, while the current portion arises in the current period and will 
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be carried forward into future periods. These figures are all net of 
valuation allowance and net of deferred tax liabilities.  
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Case	12	
Introduction	
This	case	focused	on	the	study	of	revenue	recognition,	and	Apple	was	the	
subject	that	enabled	this	study.	Apple	designs,	manufactures,	and	markets	are	wide	
range	of	products,	which	includes	personal	computers,	phones,	and	digital	music	and	
video	players.	Additionally,	Apple	sells	a	wide	range	of	software,	services,	and	accessory	
products	that	are	related	to	its	core	products.	The	use	of	online	stores,	retail	stores,	a	
direct	sales	force,	and	third-party	vendors	allows	Apple	to	sell	its	products	globally.		
This	case	provided	the	opportunity	for	me	to	delve	into	the	most	current	
revenue	recognition	standards,	which	I	will	undoubtedly	use	in	future	accountancy	
courses	and	my	internship	next	spring.	This	also	case	forced	me	to	compare	past	
revenue	recognition	standards	to	current	rules,	which	is	an	invaluable	skill	because	my	
future	career	in	public	accounting	will	definitely	involve	multiple	instances	of	dealing	
with	changing	standards.	Understanding	how	changes	in	standards	affect	financial	
reporting	is	far	more	valuable	of	a	skill	than	simply	memorizing	the	current	standards.	
Furthermore,	this	case	involved	combing	through	the	10-K	of	an	immense,	publicly	
traded	company,	which	is	a	good	experience	to	have.	I	will	certainly	be	assigned	to	audit	
engagements	of	publicly	traded	companies	during	my	career	in	public	accounting,	so	it	
is	great	to	have	as	much	experience	as	possible	reviewing	annual	reports.		
Concepts	
a. In	your	own	words,	define	“revenues.”	Explain	how	revenues	are	different	
from	“gains.”	Revenues	are	inflows	of	assets	of	an	entity	or	resolutions	of	an	
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entity’	liabilities	during	an	accounting	period.	These	inflows	and	resolutions	
can	result	from	providing	services,	producing	goods,	supplying	goods	or	
other	activities	that	are	associated	with	an	entity’s	continuing,	main	
operations.	At	a	glance,	revenues	and	gains	seem	to	be	essentially	the	same.	
However,	they	differ	in	that	revenues	are	increases	in	assets	that	result	from	
the	continuing,	central	operations	of	an	entity,	while	gains	are	increases	in	
assets	that	result	from	peripheral,	non-ongoing	activities	of	an	entity.		
b. Describe	what	it	means	for	a	business	to	“recognize”	revenues.	What	specific	
accounts	and	financial	statements	are	affected	by	the	process	of	revenue	
recognition?	Under	the	new	ACS	606,	companies	are	required	to	recognize	
revenue	at	the	time	that	goods	and/or	services	are	transferred	to	the	
customer;	additionally,	the	amount	of	revenue	recognized	must	be	in	
proportion	to	the	amount	of	goods	and/or	services	that	have	been	delivered	
within	the	current	accounting	period.	A	company	recognizes	revenues	by	
recording	the	revenue.	Revenue	recognition	affects	the	income	statement,	
via	sales;	the	balance	sheet,	via	accounts	receivable	or	cash;	the	statement	of	
cash	flows;	and	the	statement	of	retained	earnings.		
c. Refer	to	the	Revenue	Recognition	discussion	in	Note	1.	In	general,	when	does	
Apple	recognize	revenue?	Explain	Apple’s	four	revenue	recognition	criteria.	
Do	they	appear	to	be	aligned	with	the	revenue	recognition	criteria	you	
described	in	part	b,	above?	According	to	Apple’s	most	recent	10-K,	Apple	will	
not	adopt	the	new	revenue	recognition	standards,	ASC	606,	in	full	until	its	
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first	quarter	of	2019,	and	it	will	use	the	full	retrospective	transition	method.	
Apple	does	not	believe	that	the	new	revenue	recognition	standards	will	have	
a	material	impact	on	the	timing	and	amount	of	revenue	recognized	as	
compared	to	the	old	standards,	and	I	agree	because	it	seems	that	they	are	
already	applying	the	basic	principles	outlined	in	the	ASC	606.	In	general,	
Apple	recognizes	revenue	when	persuasive	evidence	of	an	arrangement	
exists,	delivery	has	occurred,	the	sales	price	is	fixed	and	determinable,	and	
collection	is	probable.	In	other	words,	Apple	recognizes	revenue	when	it	is	
obvious	that	an	agreement	between	Apple	and	a	customer	exists,	the	
customer	has	taken	possession	of	the	good	or	the	service	has	been	
performed,	the	sales	price	of	the	good	or	service	is	set,	and	it	is	likely	that	
the	customer	will	pay	for	the	good	or	service.		
d. What	are	multiple-element	contracts,	and	why	do	they	pose	revenue	
recognition	problems	for	companies?	A	multiple-element	contract,	which	is	
also	known	as	multiple-element	arrangement,	is	an	agreement	between	a	
company	and	one	of	its	customers	to	deliver	multiple	products	or	services	as	
a	part	of	a	singular	contract.	Multiple-element	contracts	pose	a	revenue	
recognition	issue	because,	under	the	accrual	method	of	accounting,	it	is	
difficult	to	assess	revenue	and	assign	it	to	specific	accounting	periods	and	
individual	performance	obligations.	
e. In	general,	what	incentives	do	managers	have	to	make	self-serving	revenue	
recognition	choices?	Managers	can	have	multiple	incentives	for	making	self-
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serving	revenue	recognition	choices.	The	two	most	significant	incentives	are	
compensation	and	job	retention.	Many	managers’	job	performance	is	judged	
by	revenue	or	sales	figures	during	specific	periods.	Depending	on	their	
employment	agreements	managers	can	lose	their	jobs	or	miss	out	on	
promotions	and	bonuses	if	certain	revenue	targets	aren’t	reached.	In	specific	
cases,	certain	managers	may	own	equity	in	their	employer,	so	they	have	an	
additional	incentive	to	make	self-serving	revenue	recognition	choices.	In	that	
case,	the	more	revenue	they	report	the	more	valuable	their	equity	in	the	
employer	becomes.				
Process	
f. Refer	to	Apple’s	revenue	recognition	footnote.	In	particular,	when	does	the	
company	recognize	revenue	for	the	following	types	of	sales?	
i. 	iTunes	songs	sold	online.	Apple	should	recognize	revenue	for	the	
sales	of	iTunes	songs	sold	online	when	the	customer	takes	possession	
of	the	songs,	which	in	this	case	means	downloading	the	songs.	
ii. Mac-branded	accessories	such	as	headphones,	power	adaptors,	and	
backpacks	sold	in	the	Apple	stores.	What	if	the	accessories	are	sold	
online?	For	Mac-branded	accessories	that	are	sold	in	stores,	Apple	
should	recognize	revenue	when	the	customer	both	pays	for	the	goods	
and	receives	the	goods,	which	should	occur	at	the	same	point	during	
an	in-store	purchase.	For	online	sales	of	Mac-branded	accessories,	
Apple	should	recognize	the	revenue	once	the	customer	receives	the	
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goods;	Apple	cannot	recognize	the	revenue	before	or	during	the	
shipping	process	because	it	is	still	responsible	for	the	goods	and	has	
not	fulfilled	its	performance	obligation.		
iii. iPods	sold	to	a	third-party	reseller	in	India.	Apple	should	recognize	
the	revenue	from	the	sales	to	a	third-party	reseller	in	India	once	the	
reseller	receives	the	goods;	Apple	cannot	recognize	the	revenue	
before	or	during	the	shipping	process	because	it	is	still	responsible	for	
the	goods	and	has	not	fulfilled	its	performance	obligation.	The	
reseller	is	buying	the	iPods	for	resell	to	customers,	so	Apple	is	
unaffected	by	the	sales	the	reseller	makes.		 
Revenue	from	gift	cards.	Apple	should	recognize	the	revenue	from	
the	gift	cards	once	they	are	redeemed.	The	unused	amount	on	a	gift	
card	represents	a	performance	obligation	that	Apple	must	fulfill.	
However,	a	significant	amount	of	money	on	gift	cards	is	never	
redeemed,	so	Apple	can	estimate	the	amount	of	breakage	income,	
income	on	gift	cards	that	is	never	expected	to	be	redeemed,	based	on	
past	redemption	patterns	and	recognize	that	income	in	addition	to	
the	redeemed	amounts.	
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